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Conflict in the form of civil war, ethnic tensions and political conflict is an on-going concern in the developing 
world as well major bottleneck to the economic development in Sri Lanka. Three decades of civil war and unethical 
political culture pushed the country to severe economic problems, slower rate of economic growth and heightened 
defence budget. The aim of this study is to examine the effect of military expenditure and conflict on economic 
growth in Sri Lanka between 1976 and 2013 using the Solow growth model and ARDL bound test approach. The 
results of bound test are highly significant and leading to cointegration. The coefficients of the error correction terms 
are negative and highly significant. The estimated empirical results show that, the coefficient of military expenditure 
is negative and highly significant in the short-run as well as in the long-run to determine GDP per capita growth 
rate. Moreover, the coefficient of military participation shows negative in the long-run as well as in the short run but 
not statistically significant. In addition, dummy variable represented for conflict is negative and statistically 
significant to determine GDP per capita growth in Sri Lanka in the short-run as well as in the long-run. The results 
of this study clearly show that conflict and related military budget, decrease per capita GDP growth in Sri Lanka.  
Hence, it is critically important to take necessary action to decrease military budget and provide an efficient political 
solution to the minority problem at least in this post war scenario. It is also important to allocate efficient and 
optimum resources to all the sectors  in the economy.  
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1.  Introduction 
 
Conflict in the form of civil war, ethnic tensions and political unrest is an on-going concern in the developing world 
as well as a major bottleneck to the socioeconomic development in Sri Lanka. Providing national security to protect 
the people and the nation from internal and external threat is an important function of a good governance. Similar to 
other factors, internal security is an essential factor that contributes to economic growth. Undoubtedly, security is 
the basis for the smooth communication of economic agents and smooth function of market activities.    
  
Failure of good governance is the root cause of the ethnic crisis in Sri Lanka. Good governance needs to play an 
important role in ensuring equality and protecting the rights of the minority.  Implementing and obeying the law, 
maintaining good ethics and transparence is essential for good governance.  Developing countries, particularly Sri 
Lanka, failed to ensure equality for the minority and failed to keep up the good political culture, ultimately resulted 
in twenty seven years of long lasting ethnic war and several minor political conflicts.  Implementation of several 
acts and policies targeting mostly beneficiaries of the majority Sinhalese (74 %),  often discriminate  the Tamil 
speaking minorities Tamils (18 %) and Muslims (7 %). The hidden concept of Sinhala Nationalism eventually 
causes three decades of terrible war since 1983 (Shinoda, 2011).   
 
Destruction of the long ethnic conflict in Sri Lanka was sensed at every corner of the economy. For instance, 
millions worth of properties were damaged; thousands of hectares cultivatable lands  destroyed, as well as left 
unusable; domestic and foreign investment dropped; tourist arrivals declined; due to the unsafe situation and human 
casualties productivity of youth declined (Arunatilake, Jayasuriya & Kelegama, 2000). This bitter occurrence 
directly and indirectly caused a slow down in the economic growth and reasoning for mounting socioeconomic 
problems.  
 
It is obvious that, conflict, military development and ruthless political system are the main causes of increasing 
military expenditures. Global military budget exceeded the income of almost half of the world population and 
reached over USD 1.7 trillion in 2013 (World Bank, 2014).  Similarly, military expenditure in Sri Lanka increased 
by 26% from 2012 and reached USD 2.2 billion in 2013 despite the end of the civil war four years ago (Central 
Bank Annual Report, 2014).  This heightened and increasing defence budget provides a major barrier to the 
socioeconomic development in Sri Lanka. Figure 1, the confidence ellipse graph clearly illustrates that negative 
association between military burden and economic growth in Sri Lanka.  
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                                     Figure 2: Association between Military Expenditure and GDP per capita Growth in Sri Lanka  
 
Studying the effect of military related variables on economic growth in Sri Lanka is important, as the country 
experienced long lasting civil war and slower rate of economic growth. However, empirical research in this area 
received poor attention in Sri Lanka. Nevertheless, recent research by Wijeweera and Webb (2009) and Ganegodage 
and Rambaldi (2014) studied military expenditure and economic growth. However, the theory that they used, and 
findings showing the necessity for further investigation in Sri Lanka.  Moreover, the effects of military expenditure, 
military participation and conflict on economic growth are varied. Even though, expenditure for military 
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participation included in military budget, the labour force diversion from the civilian sector to the military sector 
cannot be estimated using military budget. Moreover, conflict is not only the single reasons for increasing military 
budget and effects of conflict on economic growth cannot be estimated through only military expenditure. In order 
to investigate in detail, this study includes military expenditure, military participation and conflict on economic 
growth in Sri Lanka by using the theoretical Solow growth model and ARDL bound test approach to cointegration. 
The rest of the paper is organized as follows. Section 2 reviews the existing literature. Section 3 provides  the 
theoretical model and discuss the econometric methods employed to achieve the objectives. Section 4 present and 
discuss the empirical findings. Finally, section 5 drives conclusion. 
 
2. Literature Review 
 
Since the revolutionary empirical contribution by Benoits’ (1973, 1978) prominence findings that military 
expenditure is a productive expenditure that enhance economic growth, substantial quantity of studies has been 
undertaken in studying the consequences of military related variables on economic growth using of theoretical and 
econometric approach. Solow model is an important theoretical model that was largely employed to study defence – 
growth nexus. Knight, Loayza, and Villanueva (1996) are the first scholar who employed the Solow model to 
examine the relationship between military expenditure and economic growth in 79 countries and traced significant 
negative relationship. Subsequently, Dunne and Nikolaidou (2012) made use of the same theoretical model to 
examine defence-growth nexus for EU15. Similar to the above findings, this study concluded generally military 
burden, reduce economic growth. 
 
There are few empirical studies that traced out the impact of war on economic growth. Murdoch and Sandler (2002a 
and 2002b) applied the Solow model to test the effect of the civil war on steady-state income per capita for a large 
number of countries and concluded that civil wars strongly deteriorate economic growth at home and in 
neighbouring countries. Most recently, Dunne (2012) made use of the Solow growth model in order to examine 
impacts of military spending on economic growth of war and non-war countries for four types of income group of 
countries. He found military burden significantly and negatively impact economic growth in all countries (except the 
higher income group of countries) and it was more serious in the poorest countries. Few empirical studies examined 
the contribution of military participation on economic growth. For example, Keller, Poutvaara, and Wagener (2009) 
studied the contribution of the military draft and related budget on economic growth for OECD from 1960 to 2000 
using the Solow model. They traced out a significant negative impact of military draft on economic growth.  
 
Even though the empirical studies on the impact of military related variables on economic growth received sufficient 
attention in the world, empirical research on this subject is lacking in Sri Lanka, although it was experienced three 
decades of civil war. Indeed, Wijeweera and Webb (2009) found positive results between military expenditure and 
economic growth. In addition to that, most recently, Ganegodage and Rambaldi (2013) examined the impact of war 
on economic growth in Sri Lanka. The war effort variable was constructed based on the combination of military 
participation and military spending and found a significant negative effect of war on economic growth in the short-
run as well as in the long-run. Military consequences on economic growth cannot examine only with expenditure 
component of military budget. Military expenditure, military participation and conflict affect economic growth in 
multiple dimensions. However, empirical research on this topic received poor attention in Sri Lanka.  
 
3. Methodology and Data 
 
3.1. Theoretical Model 
Augmented Solow neoclassical growth model is widely used in empirical research to examine the relationship 
between economic growth and its determinants.  Mankiw, Romer and Weil  (1992) establish this model, including 
human capital and Knight et al. (1996) further established, including military expenditure. Most recently, Dunne and 
Nikolaidou (2012) and Dunne (2012) made use of this approach to examine the impact of military spending on 
economic growth. Solow growth model expressed in equation (1 to 4) incorporate, military expenditure, military 




Effect of Military Expenditure, Military Participation and Conflict on economic growth 
 
Military spending is the key variable in military sector that contribute to economic growth in a number of ways. 
Benoit (1973, 1978) and Knight et al. (1996) highlighted that defence spending can enhance economic growth 
through the short-run multiplier effect by utilization of resources. On the other hand, Dunne and Uye (2010) and 
Chowdhury (1991) argued that decreasing and reallocating scarce resources from socioeconomic function to manage 
heightened and increasing military budget may  hurt economic growth in various channels. Dunne, Smith and 
Willenbockel (2005) highlighted that the Solow model is most suitable among the existing theoretical model to 
examine the military - growth nexus and they presented military expenditure share of output as follows;  
      tmeAMtAtA gt0),(   
This model assumed that the military spending share '' QMm  affects factor productivity via an efficiency 
parameter that controls labour-augmenting technical changes.  
 
Conflict is a unique factor that deteriorates economic growth through reduction of local and foreign investment; 
destruction of physic and commercial asserts; destruction of  infrastructure and cultivatable land. In addition, 
productivity of labour diminishes due to the unsafe situation, human causalities and disabilities. Knight et al. (1996) 
and Murdoch and Sandle (2002b) examined the war effect by including dummy variables as exogenous factor in the 
growth model. Military participation is the military and paramilitary forces they are active on duty in the military 
sector. Military participation may enhance economic growth through military training, education, experience, 
discipline (Benoit, 1973, 1978). On the other hand, diversion of scarce skilled labour from the civilian sector to the 
defence sector (Dunne & Uye, 2010). Following equation express the growth model which is augmented including 
military expenditure, military participation and conflict dummy.    
 
    10;)()(),()1( 1    tLtHtKmtAtY  
The steady state model for GDP per capita growth with military related variables is as follows; 
 







































































where, ‘M’ represents military expenditure and military participation. So, the equation (2) can be rearranged as 
follows; 
 







































































The steady state long run GDP per capita can be re-parameterised in detail by setting 
0)0(ln)1(ln)1( 
   yeAe tt  in equation (3) as follows;  
Equation (3) can be further parameterized in the reduced form including other control variables as follows; 
 










tomptmtgdngssgr hk  
 
In the above equation all the variable follows natural log. As this equation is derived by linearising the transition 
path of output per capita around its steady state level (Knight et al., 1996, pp. 14). gr is the GDP per capita growth 
(dependent variable). )(tm
 
is the military expenditure as percentage of GDP. As an important component of central 
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government expenditure, the coefficient of military expenditure is expected to be positive in the short run Benoits 
(1973 and 1978).  On the other hand, re-allocation and reduction of resources from other economic function, use tax 
revenue, use debt payments and print money to manage higher military budget, its sign may be negative in the long 
run and in the short-run. Empirical studies by Wijeweera & Webb (2009) found positive effects and Dunne et al. 
(2000) and  Tiwari & Shahbaz (2013) found a significant negative effect to determine economic growth. mp  is the 
military participation ratio of working age population and it is expected to be positive or negative to determine 
economic growth. Keller et al. (2009) found significant negative impact on growth. ''Dum  is the dummy variable 
used to measure the conflict effect on growth. Conflict decrease economic growth in various channels and its sign is 
expected to be negative to determine economic growth. Murdoch and Sandler (2002a, 2002b);  Dunne (2012)  found 
a significant negative effect of war on GDP per capita growth. 
 
 ks  is the fixed capital formation ratio to GDP used as a control variable and expected to be positive to determine 
economic growth. Dunne et al.(2005) and Baldacci, Clements, Gupta and Cui (2008) used capital formation as a 
control variable and traced out positive  contribution. ‘ n ’ is a population growth rate. Due to the unavailability of 
time series data for the labour force in longer period,  population growth rate is used as a proxy for the labour force 
growth rate and sign of its coefficient is hypotheses to be negative. Where, the function ( )( dgn  )is 
equivalent
†
  to 05.0n . Empirical research by Nonneman and Vanhoudt (1996);  Baldacci et al. (2008) also used 
population growth rate as a proxy for the labour force growth rate and found negative contribution to determine 
economic growth. Another important control variable is the human capital ( hs ) proxies by education and health 
expenditure and the coefficient is expected to be positive. Baldacci et al. (2008) used education expenditure and 
health expenditure as a proxy for human development and found positive effects to determine GDP per capita. Trade 
openness ratio to GDP ( )(tto ) is used as a control variable and its sign is expected to be positive. Knight et al. and 
Baldacci et al. found trade openness positively determines GDP per capita growth. )(tte  is the total expenditure 
ratio to GDP used as a control variable and its sign is hypotheses to be positive. Devarajan, Swaroop, and Zou 
(1996) found positive effects of total expenditure on growth.  
 
3.2. Econometric Model: ARDLBound Test Approach to Cointegration 
 
Testing the equilibrium relationship through cointegration technique provides a meaningful relationship between 
non-stationary time series variables. Number of methods available in the literature in order to examine the 
equilibrium relationship. The ARDL bound test approach proposed by Pesaran, Shin & Smith (2001) can apply to 
estimating cointegration relationship even the variables are integrated in mixed order [ )0(I & )1(I ]. In addition, 
traditional cointegration methods provide unreliable results for small sampling (Johansen, 2002). However, the 
ARDL approach to cointegration test is relatively more efficient for small sample and allows estimating unbiased 
estimates (Harris & Sollis, 2003; Shahbaz et al. 2013). In view of the limitations of the traditional cointegration 
method, recent empirical research by Shahbaz et al. (2013); Haseeb et al. (2014) employed the ARDL bound test 
approach to cointegration in order to examine the military - growth nexus.   
 
The first steps of ARDL bound test approach is to determine whether the model is leading to cointegrtion or not  by 
using the unrestricted ARDL model is given in equation (6);   

















 According to Manikiw et al. (1992) assume 05.0)(  g . According to their empirical study based on U.S. data on capital 





ij  is the short run coefficient, ij  is the long run coefficients. The null hypothesis of no cointegration from 
the equation (5) for )0:( 21 oH  is tested using Pesaran et al. (2001) critical value table for bound test. 
Akaike Information Criterion (AIC) statistics and Schwarz Bayesian Criterion (SBC) statistic are used in this study 
to select an optimal lag length. If the null hypothesis is rejected then the error correction representation of the ARDL 
model presented in equations (6) run in order to estimate short run and long run parameters. 
 







































































where, PCGGDP is the GDP per capita growth, KS is the fixed capital percentage of GDP, 
HCES  is the human 
capital  expenditure percentage of GDP, TO is the trade openness percentage of GDP, TE is the total  expenditure 
percentage of GDP, 
GDPME is the military expenditure percentage of GDP, MP  is the military participation, 
05.0 nngd is the population growth rate with technical progress and depreciation rate.  
 
Before running error correction model, the robustness of the model and stability of the estimated model will be 
tested.  It is important to highlight that this study aims to examine the partial impact of total military expenditure 
)(ME , military participation percentage of working age population )(MP and conflict (Dum) on GDP per capita 
growth in Sri Lanka. So in equation (6) we  replace military participation and conflict in the same  model instead of 
military expenditure.   
 
3.3. Unit-Root Test 
Stationary test is not required to run the ARDL bound test. However, it is necessary to confirm none of the variables 
follows )2(I . Recently developed unit root tests such as DF-GLS test and Ng-Parror tests are used to determine 
stationarity of the variables. These tests provide good explanatory power, size and they are good for small sample 
(Martin et al., 2013 & Shahbaz et al., 2013).  
 
3.4. Data 
Data used for this study, including GDP per capita, gross capital formation, trade openness, total government 
expenditure, and population growth rate are collected from World Bank, World Development Indicator, 2014. Data 
for government expenditure on education and health care, military expenditure and military participation are 
collected from the Central bank annual reports, various issues. Conflict data from Upsala conflict database, 2014. 
Due to the unavailability of data before 1976 for military expenditures, military participation, and human capital  
expenditure,  this study use annual time series data from 1976 to 2013.  
 
4. Empirical Finding and Discussion 
 
Unit root test results using the Ng-Perron and DF-GLS test are presented in Table 1. Both statistics confirmed that 
human capital expenditure and fixed capital are stationary at level. Moreover, all the other variables included in this 
study are stationary at first difference in both statistics.  
Selecting the optimal lag length is an important requirement in ARDL bound test approach and  lag length three is 
selected in each model based on AIC and SBC statistics.  The results of the estimated ''F  statistics to confirm the 
existence of cointegration is reported in Table 2.  According to the results presented in Table 2, the estimated ''F  
statistics exceed the upper bound critical value at 1% level of significance in the model with military expenditure 
and conflict, and 5% level of significantin the model with military participation. Therefore, the null hypothesis of no 
cointegration is rejected and confirmed the existence of a long run equilibrium relationship in all the three models.  
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Table 1: Unit Root Test 
Variables 




Conclusion Level 1st Difference Conclusion 
GDP-Per capita Growth -1.076 -2.963*** )1(I  -1.263 -5.930*** )1(I  
Lngd -1.153 -2.892*** )1(I  -1.458 -7.261*** )1(I
 
Fixed Capital formation %GDP -1.729 -2.803*** )1(I  -2.271** - )0(I  
Trade openness %GDP -1.296 -2.863*** )1(I  -1.398 -4.738*** )1(I  
Total expenditure  %GDP -1.391 -2.320*** )1(I  -1.703 -3.123*** )1(I  
Human capital Expenditure %GDP -2.149** - )0(I
 
-2.615** - )0(I  
Military Expenditure %GDP -1.306 -2.452** )1(I  -1.285 -3.112*** )1(I  
Military Participation -0.219 -2.93*** )1(I  -0.259 -7.336*** )1(I  
*: one percentage; **: five percentage; ***: ten percentage; S: Stationary; NS: Non-stationary 
Table 2: ARDL Bound Test Statistics and Critical value (Unrestricted Intercept and No Trend) 
 












 lmegdplhcegdpltegdpltogdplfcgdpgdgdppcgF ,,,,,ln  3 11.897 2.45 3.61 3.15 4.43 exist at 1% 
 lmplhcgdpltegdpltogdplfcgdpgdgdppcgF ,,,,,ln  3 4.171 2.45 3.61 3.15 4.43 exist at 5% 
 lhcegdpltegdpltogdplfcgdpgdgdppcgF ,,,,ln
 
Mode for Conflit 
3 4.851 2.62 3.79 3.41 4.68 exist at 1% 
     
Diagnostic test and the stability test are important to determine the appropriateness of the estimated ARDL model. 
The diagnostic result results presented in Table 3 confirmed no serial correlation, correct functional form, no 
heteroscedasticity problem and normality of residuals. The CUSUM plot against the critical bounds of five 
percentage significance level presented in Figure 2, shows that both models are stable.  
 
Table 3: Diagnostic Test  Results 
 ARDL (1,0,3,0,2,1,0) ARDL (1,0,2,0,2,1,0) ARDL (1,0,3,0,2,1) 
Test Statistics LM version F version LM version F version 
 
LM version F version 
Serial Correlation 0.069 (0.791) 0.042 (0.840) 0.010 (0.920) 0.00 (0.937) 0.067 (0.795) 0.041 (0.842) 
Functional Form 0.407 (0.523) 0.249 (0.622) 1.059 (0.304) 0.687 (0.415) 1.329 (0.249) 0.834 (0.371) 
Heteroscedasticity 1.353 (0.245) 1.329 (0.254) 1.217 (0.270) 1.191 (0.282) 1.661 (0.185) 1.646 (0.208 
Normality 2.148 (0.342)  0.453 (0.798)  3.375 (0.185)  
The probabilities are in parentheses 
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                                                                    Figure 2: CUSUM Plot for stability  
      
Table 4 reports the long-run and Table 5 reports short-run results for equations (6). The optimal ARDL model 
ARDL (1,0,3,0,2,1,0) is selected for the model with the variable military expenditure, ARDL (1,0,2,0,2,1,0) is 
selected for the model with the variable military participation and ARDL (1,0,3,0,2,1) for the model with  the 
variable conflict based on SBC statistics. The higher value of adjusted 2R  in all three models indicates that overall 
goodness of fit of the estimated models.  
 
Beginning with the results of the long - run model,  as expected the coefficients of military expenditure and conflict  
are negative, and significant. The results  suggest that a percentage increase in the ratio of military expenditure to 
GDP  will decrease growth rate by 6.5 percent and conflict responsible for decrease GDP per capita growth rate by 
10.1 percent. On the other hand, the coefficient of military participation is negative in the long run, but not 




              Table 4: Long-run Estimated ARDL model Based on SBC 
Long-run Model DV: GDP per capita growth rate 
 






Coefficient ‘t’ Value Coefficient ‘t’ Value Coefficient ‘t’ Value 
gdln  -1.023 -0.292 0.975 0.227 0.329 0.078 
lfcgdp  28.698 2.777** 24.070 1.754* 30.146 2.279** 
ltogdp  0.949 0.106 -0.570 -0.052 11.428 0.835 
ltegdp  -18.441 -2.048* -20.691 -0.052 -27.239 -2.037* 
lhcegdp  20.495 2.548** 15.301 1.534 26.980 2..166** 
lmegdp  -6.484 -2.137**     
lmp    -1.467 -0.600   
Dum      -10.100 -1.784* 
c  -46.189 1-.026 -19.549 -0.367 -77.290 -1.186 
 
When we look at the sign of the coefficient of control variables in the long-run, the coefficient of population growth 
rate +0.05 and trade openness are not significant in all three estimated models. While, the coefficient of fixed capital 
ratio to GDP is positive and significant and the coefficient of total expenditure is negative. The coefficients of 
human capital expenditure are positive in all three models.  
 
Short-run results for ARDL model is also reported in Table 5. As expected, the error correction coefficient in all 
three models is highly significant at the 1 percent level and its sign is negative. This implies that disequilibrium of 
the previous year is adjusted towards the equilibrium in the current year in all three models at the rate of 70%, 59% 
and 53% respectively. Similar to long-run, the coefficient of military expenditure and dummy represented for 
conflict are statistically significant at the 5%.  In the short-run, a percentage of increase in military expenditure to 
GDP will decrease per capita growth by 4.52 percentage and dummy variable represented for conflict will 
responsible to decrease per capita growth by 5 percent. On the other hand the coefficient of military participation is 
negative, but not significant in the short-run too.   
 
In the short-run, coefficients of fixed capital and its first lag are positive and significant at the 1% level in all the 
three models.  Moreover, the coefficient of first lag of total expenditure is positive and significant at the 5 % level in 
all the three models. However, other control variables are not significant in the short run.  
 
              Table 5: Short-run Estimated ARDL model Based on SBC 
Short-run Model DV: GDP per capita growth rate 







Coefficient  ‘t’ Value Coefficient  ‘t’ Value Coefficient  ‘t’ Value 
gdln  -0.712 -0.289 0.576 0.228 0.176 0.078 
lfcgdp  37.656 5.222*** 37.383 5.083*** 33.447 4.556*** 
)1(lfcgdp  -28.096 -3.522*** -22.706 -2.708** -30.040 -3.794*** 
)2(lfcgdp  -11.066 -1.696   -9.247 -1.554 
ltogdp  0.660 0.110 0.337 0.052 6.121 0.941 
ltegdp  -4.654 -0.793 -0.788 -0.138 -3.819 -0.685 
)1(ltegdp  17.425 2.720 13.676 2.218** 15.757 2.583** 
lhcegdp  -0.091 -0.027 -2.275 -0.540 1.757 0.410 
lmegdp  -4.519 2.110**     
lmp    -0.866 -0.629   
Dum      -5.410 2.480** 
c  -32.161 -1.051 -11.547 -0.373 -41.401 1.349 
1tECT
 -0.696 -4.310*** -0.591 -3.606*** -0.536 -3.346*** 
2R  0.817  0.792    
 
In general, military expenditure, military participation and conflict are detriment GDP per capita growth in the long-
run as well as in the short-run in Sri Lanka. The empirical finding of the negative impact of military expenditure 
contradicts with the earlier findings reported by Wijeweera and Webb (2009), where they found military expenditure 
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enhance economic growth. The reason for this finding may be, they made use of Keysian demand side model and 
Feder-Ram model. The Keynesian demand side model considers only demand side factors and completely ignore 
supply side factors and Feder-Ram model consider only supply side factors and completely ignore demand side 
factors (Dunne et al., 2005). Moreover, most of the existing literature based on these two models shows positive 
relationship. However,  the present finding of the negative impact of military expenditure on GDP per capita growth 
with the application of the Solow growth model is supported by Knight et al. (1996) and Dunne and Nikolaidou 
(2012). Although, the empirical finding of negative effect of military participation on GDP per capita growth rate is 
consistent with the findings of Keller et al. (2009), however, findings of this study show that military participation is 
not significant. Because, military participation is less than 2% of total labour force, thereby, substitution of military 
personals from civilian sector may not significantly affect GDP per capita growth rate. Similarly, finding of this 
study clearly illustrates that civil war also deplete GDP per capita growth in the long run and short-run in Sri Lanka. 
The result is in the lines of earlier results by Murdoch and Sandler (2002a & 2002b). Also consistent with findings 
of author Ganegodage and Rambaldi (2013) in Sri Lanka. However, they measure the war effect by the ratio of 
military participation and military expenditure.  
 
Moreover, the empirical findings of this study are consistent with the expectation from the theoretical model. From 
the theoretical arguments of Solow model, we expect that military expenditure deplete economic growth in the long 
run as well as in the short-run. However, when the government allocates resources efficiently in the military sector, 
economic growth may increase only in the short-run. In addition, according to the theoretical model, military 
participation may negatively or positively impact to determine GDP per capita growth, consequently, our finding 
support the negative effect. Moreover, we highlight that war undeniably decrease GDP per capita growth.  
 
Empirical findings of this study are applicable and noticible to the real facts in Sri Lanka. Since the civil war erupted 
in 1983, military expenditure started to increase drastically related to other productive expenditures. Total military 
expenditure share of GDP was estimated 6.02% in 1996, while the education and the health expenditure share of 
GDP remained only 2.6% and 1.5% respectively. In addition to that, the size of the military forces was only 28 
thousand and this was increased 13 fold in 2013. Inefficient utilization of military personnel may cause to decrease 
GDP per capita growth in Sri Lanka. Even after the post war scenario, the government of Sri Lanka gives more 
priority to military development relative to socioeconomic development. Harries (1996) highlighted that government 
of Sri Lanka finance war expenditure by diverting resources from the productive sectors. Thereby, institutional 
capacity is declining in the civilian sector, eventually resulting decrease economic growth. Moreover, according to 
the United nations report, three decades of long lasting civil war causes nearly hundred thousands of human 
casualties and thousands of disabilities. In addition, millions of people displaced and thousands of people 
disappeared. These evidences and insecurity situations cause to decrease productivity of workers and less 
institutional capacity in the civilian sector resulting slower economic growth. In addition, dropping local and foreign 
investments, and tourist arrivals; destruction of infrastructure and commercial, capital assets also resulted in 
decreasing economic growth in Sri Lanka (Arunatilaka et al., 2000).  
 
5. Conclusion and Policy Recommendation 
 
This study intended to examine the impact of military expenditure, military participation and civil war on GDP per 
capita growth in Sri Lanka over the period from 1976 to 2013 by applying the Solow theoretical growth model and 
ARDL bound test approach to cointegration. To achieve this objective, we partially estimate the model with military 
expenditure, military participation and conflict dummy.   
 
As prior to the ARDL bound test approach, the important time series property of unit root of variables is tested using 
DF-GLS and Ng-Peron test. The unit root test confirmed that variable included in this study follow a mixed order of 
integration with )0(I  and )1(I . Robustness test for autocorrelation, heteroscedasticity, normality of residuals, 
functional form and stability of the model is tested to confirm the adequacy of the estimated model. Both models 
qualify the above diagnostic tests.  In addition to that, high values of adjusted 2R  further validate the estimated 
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ARDL models.  
 
The results for long-run and short-run coefficients of military expenditure, military participation and conflict are 
negative and clearly highlights that they decrease GDP per capita growth in Sri Lanka. Therefore, the findings of 
this study clearly highlight that policy makers and government need to minimize military budget and allocate 
resources efficiently to protect defence goods in a standardized manner. Moreover, government needs to give more 
priority to other economic functions related to military sector as well as it is essential to provide a meaningful 
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